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THE WARTIME PRICES AND TRADE BOARD 


This review of world inflation is a compara- 
tive summary of some of the information available on 


inflationary conditions and the methods of wartime. 


economic control taken to combat them’ in a number of 


countries. 

We are distributing this information to a 
limited list as we feel that it may be useful as back~ 
ground information to those who have occasion to write 
or to speak on the general subject of economic controlse 

It should be used (en otoenerden in this way 
as obviously our sources of information cannot yield 
complete information, and in some cases statements 
cannot be a ee verified or, indeed, are a matter 
of opinion. 

The material was eee by the Economics 
Branch of the Wartime Prices and Trade Board es general 
background information, and it does not in-any sense 


represent an official government reviews 
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World Inflation with Special Reference to Price and Supply Controls: 


The economic strain involved in the waging of war has always given 
rise to price instability and inflation, As wars have come to be fought 
with more and more of the organized power of the state this pressure on 
prices has become increasingly serious, Germany and her allies suffered 
most from the inflation caused by the last war but no country in the world 
entirely escaped its disruptive effects, This war is no exception to the 
historical rule, and because it is so nearly a "total" war, involving such 
a large part of the total productive effort of the bellingerent eounUries, 
the economic forces which threaten to create inflation are more powerful 
than ever before. 


During 1943 about half of Canada's national income was going into 
direct war uses, as compared with a maximum war effort of 128% to 15% of 
national income reached during the fourth year of the last war. <A similar 
portion of national income, approximately 50%, in the U.S, and the U.K, is 
being diverted to the war, While the percentage of national income going 
into war uses is a convenient yardstick for comparing the war efforts of 
different countries it is not a complete indication of the resultant pres- 
Sures on the civilian economy. In countries with high pre-war living 
Standards and large reserves of manpower, natural resources and productive 
facilities, a substantial war effort has been possible without a serious 
drain on civilian supplies and, consequently with less serious inflationary 
pressures, This is particularly true of the U.S., where the pre-war level 
of consumption was higher than in Canada or the U.K. and gross national 
product has increased by about 130% between 1939 and 1943, Canada, to a 
lesser degree, has made part of her contribution tothe war out of an in- 
crease in output and has been able to maintain civilian supplies reasonably 
well, In the U.K, a much greater part of the war effort has been made by 
reducing current living standards, 


War on this scale inevitably creates increased purchasing power, 
Shortages of civilian goods, and may lead to an inflationary spiral of 
prices and incomes, Anit-inflation controls have been necessary in Canada 
and in the other belligerent countries both to assist the diversion of re- 
sources to war and to spread the burden of war mre equitably among the 
various groups of the population, 


in addition to direct controls over prices, all countries which have 

made a concerted effort to prevent inflation have found it necessary to re- 
duce consumer demand, to hold down costs of production and to regulate the 
distribution of goods in short supply. All of these controls are inter-, 
related. High income taxes and government borrowing from the public are 
essential to reduce the pressure of excess purchasing power which would 
Otherwise be used to bid up prices, Such a fiscal policy has the added 
advantage that it distributes the financial burden of the war in accordance 
with ability to pay. Controlling prices involves holding down production 
costs by means of wage control, simplification of industrial practices, and 
controlling costs of imported materials. Though wage control is essantial 
to the-success of price control it is: also dependent on it, for it would be 
quite impracticable to hold wages and salaries if living costs were rising 
sharply. Control of salaries and wages also aids in checking the pressure 1 
of increased purchasing power, To simplify industrial practices most 
governments have cut out non-essential designs and "frills" and have ration- 
alized distribution; others have gone further and standardized end-products 
and concentrated production in fewer or more efficient plants, The princi- 
pal method of offsetting higher import prices, which result both from higher 
prices abroad and higher wurtime shipping costs, has been subsidy payments, 
frequently through bulk purchasing by government agencies. The distribution 
of materials in short supply has been controlled by direct’allocation and_ 

riority systems: scarce consumer goods have been rationed, Consumer ration- 
ing, because it limits demand, simplifies the problem of controlling prices 
of the rationed goods. 


Thus the wide variety of wartime anth-inflation controls are all parts 
of a single whole ~ effective price control is impossible without a deter- 
mined taxation and borrowing policy, wage control, subsidies and distri- 
bution control, while these measures are in turn inter-related, Most of 
these controls made their appearance during the last war when the scope of 
the war effort was far more limited, Because they were, for the most part, 
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introduced belatedly and because the necessary administrative machinery and 
techniques of control were undeveloped they did not succeed in preventing a 
serious rise in price levels, 


During the present war the Canadian people have realized the necessity 
of wartime controls and have supported a strong policy of economic stabiliz- 
ation. What is not so well known is that every other country in the world 
has been faced with similar problems and has adopted similar methods of 
meeting them, with varying degrees of success, 


While an extensive study of the inflationary effects of the war in all 
countries would be an extremely ambitious undertaking, some of the basic 
problems are world-wide and lend themselves to general description, Like- 
wiss, there is a good deal of similarity in the economic controls which 
various governments have introduced to further the prosecution of the war 
and to prevent inflation. But conditions differ so widely that all couns 
tries can not be treated on a strictly comparable basis, The following 
notes are not, therefore, intended as a complete country-by-country com- 
parison, They are designed rather to point up a few of the more interesting 
contrasts and similarities and to indicate how Canada has fared, in relation 
to other countries, in the world-wide battle against inflation, 


PRICES AND Prick CONTROL 


Bvery country in the world has experienced some rise in prices since 
the first half of 1939, ranging from about 15% in New Zealand to something 
over R0,000% in parts of China, In countries occupied by the enemy or 
waging war on their own soil the increases have, in general, been the most 
serious, In countries outside the war zone the extent of price rises has 
varied with the availability of supplies, the extent of the war effort and 
the determination of the government and people to combat inflation. 


In every country there has been some degree of economic control, vary- 
ing in extent and effectiveness, The pattern is similar in most cases and 
includes control of purchasing power by heavy taxation and by government 
borrowing, control of rentals, wages, and prices, and the rationing of 
scarce consumer goods, The Axis countries had economic controls in effect 
long before the war - Germany, for example, issued a "price stop" decree in 
1936, The democracies have instituted such controls only when and to the 
extent that the effects of war have made them necessary, 


In all countries where a serious effort has been made to stabilize 
prices a more and more inclusive programme of price control has been de- 
veloped. For example, both the United Kingdom and Australia at first adopt- 
ed the policy of tight control only for rents and the more important 
staples. As time went on, however, direct price control was steadily ex- 
tended so that what were originally systems of selective price control are 
now approaching in’ effect the over-all form of price control first instituted 
by Canada. Indeed, Australia has formally adopted an over-all ceiling, In 
both Australia and Great Britain, as well as in many other countries, price 
control is buttressed by subsidies, wage control and a fiscal policy de- 
Signed to reduce purchasing power, But Canada's early imposition of an over- 
all ceiling has had a very important advantage - it prevented prices of a 
great many goods from reaching high levels before being brought under control. 


Cahada has controlled inflation at least as successfully as any otner 
country. Using cost of living indexes as a guide (with the first 6 months 
of 1939 as a base) the Canadian rise of 18% since mid 1939 appears to be 
the fifth best record in the world, but in fact it may well be the best, 


Official indexes are available for most countries but they do nov, in 
most cases, reflect the actual rise in prices nearly as accurately as does 
the Canadian index, Taking into consideration the commodities included, the 
price data collected and the methods of calculation, the U.S. index 1s pro- 
bably the only one which compares with the Canadian in accuracy, The others 
can be regarded as reflecting only roughly the general trend, 


The following table shows Argentina, Germany, New Zealand and Uruguay 
with a smallermst of living rise than Canada. Two of these, Argentina and 
Uruguay, have not had to combat the economic effects of a large war effort, 
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moreover, the Argentina index covers only Buenos Aires and the Uruguan in- 
dex only Montevideo; neither is regarded as a reliable indicator of price 
changes, The German cost of living index shows an increase of only 12% 
but, since it is not honestly calculated and since many of the commodities 
included are not available or are rationed at very low levels, it cannot 
be taken seriously. The only serious competitor with the Canadian record 
is New Zealand whose index shows a rise of 15%. But even the New Zealand 
index igs not strictly comparable with the Canadian, because it has been 
based on an “iron ration" concept of living costs since December, 1942, 
This new wartime index, which replaced one moré like the Canadian index, 
measures price changes in only essential foods, fuel, rent and a list of 
Standardized “wartime models” of other consumer goods, It has not increased 
but prices of non-essentials, and of non-utility lines of clothing, foot- 
wear, etc., are not reflected in it and are not so strictly controlled. 


Cost of Living Index 


(1) (First 6 months of 1939 = 100) 
i 


Country Date Index 
Argentina (Buenos Aires) April '44 109 
Germany May '44 11é 

Uruguay (Montevideo) Mar, 144 LES 
New Zealand Mar. '44 Beek, 
Canada Aug. ‘44 LS 
Australia Feb, '44 122 
U.eSAs July '44 Lev 
De wl Lica ; . April 144 L292 
Japan (Tokyo) Nov... ©4245 145 
Sweden fay 144 149 
Switzerland May 144. Loe 
Peru (Lima) May 144 165 
Norway ; April !44 153 
Denmark Mar, 44 Lov 
Newfoundland (St. Johnts) say. 4g 163 
Hire . Feb, '44 By gee 
epain .~ Mar, [44 7S 
Mexico May 144 199 
Finland May tA4 200 
Chile (Santiago) April '44 209 
India (Bombay) , Dec. 143 207 
Heyot (Cairo) April !44 267 
Iceland (Reykjavik) | April {44 270 
Turkey (Istanbul) Dec. 143 340 
Palestine {Arab markets) | May '43 348 
Iran (Tehrehan) aoe: ; May tA4 867 
China (Chungking) suv wt ae 21000 


(1) Where the index covers one city only the name of the city is given. 


Source: League of Nations, "Monthly Bulletin of Statistics" except for a 
few countries where more recent figures were available from official 
sources, The index shown for China is prepared by the University of 
Nanking. 


SUPPLIES AND RATIONING_ 


The shortages of consumer goods which have resulted from the diversion 
of labour and materials to war uses have necessitated rationing of consumer 
goods in a large part of the world. Staple foods have usually been rationed 
first and in some countries are the only commodities rationed, Price con- 
trol helps to prevent mal-distribution of goods in short supply since it 
does not allow the prices of necessary goods to rise beyond the reach of 
people with limited means. However, when demand is substantially in excess 
of supply, direct control of distribution may become necessary. 


ra 


+ 
tf 
bi. 
"¢@ 
ae 
i 
a) 


iv 


4 
i 9 
“yh 
-m - 
t 


é *} 
= 
i 
¥ 
‘ 
‘ ' 
77 
ve ee 
eh fs 
eit 
{ 


ear he: 


Tel fade wrod bi 

£ Wer “roy Fs ‘(ie ie 
7 er: od uy ere as a 1 i) La oatuee, 
2 nave J. AL <5 Seks. & awe 
Byres ag 3m Phd enya ‘Py in 


18: ho he eee LBOo ai ie gp AnD 


bo si 4 AF at 
mt hs ate ? 


net a 


motos: moat. 
in, tba ‘oma 


- rae 
inte 


ace are Ren 
* nei “T 


ba Be ams me rege 


Ghosin 


‘ 
be 
“4 
bs; . 
BET 
- ht are 
“ft a Q 
j ‘ we & 
she at = 
4 i & 
’ %, 
. 
Ad 
a 
; > 
+ A 
4 
. o 
; 79 i 
m j 
28") oe £2 
i | ' ee ss: 
alsa tale 
% 
' | 
i d 
2 ' 
‘ 
ae 
‘Sn 
‘ 
, ax 
aS 
4 
i 
mi 
. 
. 
; 
. 
ud 
“a. 
t Wy 7 . 
4 
f' 


4 

Le 2 - 

Fs " hageinhy! hg a " ft ri 
Ln Fi " fs 
t ‘ ii Aah: el Ore be + 7 ; 
: San 
1 oot! GA) 

‘ 
: wr wy on 2 Ye ‘ 


Gi 0 at Gea Cayo ws toh C4 a 
elqatS, «datow ous to tyr wes 
mot yioh whl ota Sody: mi B. ry 

ons, “Sal, Meri pastes Dee fear nisin itd oF ated 
SLL ho Oe ek, 
iene te (ert tures gear at bed! 1a Oi 
toed Sam ged ie tniey 0 Mthoe PoenLy | 


ae a 


fy 


ne ee 


Fortune iias favoured Canada and the United States in that they are 
outside the war zone and, undisturbed’ by enemy action, have been able to 
achieve a vast increase in production, Yet, though there have been no 
acute shortages such as those suffered in China, India, or occupied Europe, 
supplies of a variety of consumer goods have been insufficient to meet a - 
much expanded demand and control of distribution has been necessary to en- 
Sure equity, In Canada, coupon rationing is adopted when no other means 
of controlling distribution will meet the problem, The rationing tech- ; 
niques have been simple and have applied to a relatively small list of foods, 
gasoline and a few durable goods, In the United States a wider range of 
foods has been rationed on a4 more complicated points system, while gasoline 
and durable goods are rationed very much as in Canada, 


In most of the other American countries distribution has not been so 
well controlled, In a few cases, Newfoundland for instance, shortages have 
been particularly ageravated by wartime developments but in almost every 
case, the mal-distribution of supplies reflects inadequate controls and 
often lack of public co-operation, 


Similarly in the countries where shortages have been far more serious 
than in the Americas, the effectiveness of the distribution system has 
varied widely, Britain has met a serious food problem by a well co- 
ordinated policy of controls, Domestic food production has been stimulated; 
government purchase and sale has been used to control the prices and dis- 
tribution of all imported foods and home~produced staples; a comprehensive 
rationing program has been applied to snsure that the nutritional require- 
ments of all groups of the population are met, 


While there are official rations in all the occupied countries of 
Hurope, the drain of supplies to Germany frequently makes it impossible to 
fill them and consumers are forced to resort to black markets, The result 
is that supplies go the highest bidder, Germany makes every effort to meet 
her own rations and while they are very stringsot they have, at least until 
recently, been far better enforced than in occupied Europe, Of necessity, 
the Russian diet has been inadequate, perhaps only slightly better than in 
Other parts of Hurope, but communal feeding has been highly developed and 
rations are honoured either in the form of meals in factory canteens or 


food sales through state-owned shops. The acute shortages of food in 
Russia, Germany and the occupied countries has necessitated rationing of 


almost all foods, including bread, potatoes, fresh fruits and vegetables 
and restaurant meals, ‘Since there is no buffer supply of unrationed' foods 
to meet the extra nutritional needs of some groups of the population, 


‘rationing is on a differential basis with the quantities allowed depending 
On age and occupation, A notable exception is Greece, whére the lack of 


food makes regular and comprehensive rationing impossible, 


WEEKLY FOOD RATIONS 


The following table of food rations in Canada and a few other @oun- 
tries, has, for purposes of comparison, been made up in terms of actual 
Quantities of food per normal consumer per week, Only rationed foods are 
mentioned and for those rationed in specific amounts, such as sugar, these 


amounts are givens for points rationed foods a typical budget has been 


worked out ~- to translate the points into actual quantities. For foods 


|rationed locally, it is impossible to estimate allowances, However, the 
fact that they have had to be rationed indicates that they are in short 
‘supply. Some remarks on total food supplies in each country will round 
out the picture. 


In countries like Canada, the United States, Australia and New 
Zealand, which normally produce most of the food they need, rationing was 
introduced first for imported foods, such as sugar, tea and coffee, and 


then for foods for which demand has increased sharply during the War, Cele 


meat and butter, Both Australia and New Zealand, when introducing butter 
rationing, announcéd that it was made necessary by larger shipments to the 


‘U.K, - to ensure the British people their 2 oz, a week, 
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i The United States has rationed a wider range of foods than we have 
in Canada, such as canned and dried vegetables, lard and margarine. Act- 
ually, however, the per capita food supplies in the two countries are very 
nearly equal, Canned vegetables, it is true, are not rationed in Canada, 
but they are in short supply, and distribution is controlled at the trade 
level. In both countries fresh fruits and vegetables, potatoes, bread, 


flour and cereal products are unrationed and available in adequate 
Quantities. 


Newfoundland and Hire have rationed fewer foods than we have, but 
on the whole we fare better than they do since their total food supplies 
are much shorter, Eire's imports were reduced as shipping was diverted 
to war uses, and Newfoundland's demand for food supplies jumped as the 
number of men in the armed forces stationed there increased, Newfoundland 
has had to rely almost entirely on imports to meet the increased demands, 
while Hire has tried to stimulate domestic food production though the 
oe has been hampered by lack of imported fertilizers, farm machinery 
and Teeds, 


Tétal food supplies in Britain, although much lower than in the 
American countries, have never become so low as to require the introduction 
of differential rationing which is the rule in other turopean countries, 
There has been throughout the war a fairly adequate buffer of unrationed 
feeds = bread and flour, potatoes, fresh vegetables and fish - to round - 
out the ration, The school and in-plant feeding programs have been ex- 
panded to provide a hot meal a day for children and industrial workers, 
Giitdfen also get milk in schools, "British restaurants” have been set 
up by the government to provide nourishing meals at low prices for the 


lower-income groups and, indeed, all restaurant meals are unrationed. 


Thus it has been possible to distribute sugar, fats, cheese, preserves, 
Sweets and points foods equally to everybody (children under 5 get no 
tea and half of the adult meat ration), The protective foods have, how- 
ever, been rationed strictly according to nutritional requirements; in- 
fants, children and expectant mothers get first claim and the largest ~° 
amounts of milk, eggs, oranges, cod-liver oil and vitamin preparations, 


Germany's food supply, although much better than any other country 
on the Continent, is yet so short as to necessitate differential ration- 
ing. The population is divided into different groups receiving different 
rations according to their needs, People are classed by age as infants, 
children, adolescents and adults, and adults are classed by occupation 
into normal consumers, night and long~hour workers, heavy workers and 
very heavy workers, The Quantities shown on the chart are those for the 
normal consumer - and it must be emphasized, there is no buffer of un- 
rationed foods to fall back’ on ~ bread, potatoes, fresh fruits and 
vegetables are all rationed. The heavy worker gets 154 oz. of bread as 
compared with the normal consumers’ 85'oz, and 21 oz, of meat, compared 
with 9, Young children get less bread, meat and fats, but more milk than 
an adult; older children and adolescents, more bread, meat and fats than 
the normal consumer, 


Everything is rationed in the occupied countries; the rations are 
meagre and are frequently unobtainable... The differentials set up in 
Poland between pro-Nazi, national and Jewish Poles are typical of Nazi 
rule in conquered territory, Food production has fallen, and the. German 
requisitions are heavy. The peasants hoaral their food to prevent German 
requisitions or sell it on the black market; those in the cities find 
little food at legal prices; without money or country friends, life is 
slow starvation. 
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The gross netional product of the United States has reached an all- 
time hich. For the Miscal year 1944-U5 it is estimated at $200 billion - 
an increase of elmost 130% over the 1939 level. Nearly half of thig great- 
ly exvanded output is being used for war but Civilian consumption has been 
maintained at a level comparable with the earlier war years and consider- 
ably above the pre-war level. Nevertheless, there have been snortages of 
many things, particularly metal durable goods such as automobiles and 
stoves, end even the greatly increased supplies of food, clothing and other 
non-durables have fallen short of the enormous military and civilian demands. 


The battle against inflation in the United States has been fought with 
the same weapons used in the United Kingdom and Canada ~ control of prices, 
wag¢s and rents, rationing of short supplies and, to a lesser degree, a 
comprehensive fiscal policy designed to Siphon off surplus purchasing vower,. 
It is estimated that 46% of total government expenditure in the fiscal year 
1944-4 will be met out of current revenue and a further substantial part 
out of borrowing from the public. Nevertheless, income taxes are not as 
high as in Canada and the Unitea Kingdom and economic controls are subject 
to greater oressure from inflated Civilian demand. - 


The United States stands seventh in the table of world cost of Living 
indexes, with an increase up to July 1944 or 25.3% since August 1949, and, 
as has been pointed out above, three of the lowest indexes - those of 
Germany, Argentina and Uruguay” ~ are unreliable and the New Zealand index 
uetretrictiy comparable. Not only does her recoha compare favorably with 
those of other countries, but during 1943 the cost of living index rose only 
3%, compared with a 7% rise in ig42 and a 9% rise in 1941. The upward move-— 
ment of prices was slowed down mainly by an extension of price Control. “Ss 
more determined volicy of enforcing price. ceilings and limited use of roll~ 
back subsidies. 


The extension of price control to more commodities during 1943 consist- 
ed mainly of bringing farm products under control. Though a general price 
ceiling went into effect in May 1942, five months after the Canadian price 
freeze, farm products were not included nor could their prices De. controiied 
until they had reached parity» As this level was reached or exceeded it 
became possible to control prices of Livestock, fresh fruits and vegetables, 
Cereals, etce and thus Stabilize the cost of food to consumerse 


Imoroved enforcement of price ceilings was achieved largely by a change 
in method of control - away from the basic period ceilings toward community 
peice csilings for most foods: and, for many manufactured foods, dollarg and 
cents ceilings at.the producer level with control of distributors markups. 
The result is a more enforceable system of price control which is more 
easily understood by retailers and consumers. It does, however, involve a 
greatly increased administrative burden of formulating and revising price 
ceilings, maintaining correct regional and store-to-store differentials, 
and in the inttial stages resulted in somewhat higher prices than those 
prevailing in the original basic period (March, 1o42), 


Consumer subsidies have been MSER er lecuively te roll back the prices 
of some foods and to stabilize Others, but their use Ngan PIS oan the 
Opposition of Congreas and pressure from farmers and businessmene fhe 
and consumer groups, who emphasize the importance of holding aii ous ie 
costs, favor an extension of subsidy programs if necessary to A Rides 
purposee Subsidy Opponents, particularly the farm bloc, eee cme . hale 
incomes have increased Ssurticientiy to enable them te pay ee ee fone 
I ina weekly ©arnings in manufacturing industries bade eee i 
over 1941, as compared with a L7s 5% vise in the cost on Livinge ee 1 
the other hand points to the very favorable vosition of eer ae 8 ~ 
an increase of 68% in cash income in 1943 over 1941, Eo daatans crag (2° 
higher prices: since food production showed an increase of ae areal 
The result of this opposition by farm and business eee ee es 
ous difficulty for the administration in using subsidies to supp Pp 
controlss 
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further pressure on the stabilization measures have been exerted by 
labor's demands for higher wages, Wage rate advances have been limited to 
15% of the January, 1941 levels, which compensates workers for the inorease 
in cost of living between that date and May 1942, when the price eciling 
was introduced. For some workers have been pressing to have the limit 
raised to compensate for the full advance in living costs since January 1941, 
Lately an attack was launched on the official cost of living index, Labor 
groups allege that the index grossly under~estimates the increase in prices 
and that the actual rise up to May 1944 had been 43.5% instead of the 25% 
shown by the official index, 


Supplies of civilian goods have been maintained better in the U.5, 
than in most of the other belligerent countries and retail sales continued 
to rise during 1943(an inorease of 9% in value over 1942) although pred@uc- 
tion of durable goods such as automobiles, trucks, bicycles was virtually 
stopped. The increase in sales was due partly to higher prices, but there 
was some increase in real consumption, part of which came out of existing 
Stocks, Retail inventories were 4% lower at the end of 1943 than the end 
of 1942 in contrast with the rapid accumulation of goods in the two previous 
years, With the exception of durable goods, the main deficiencies in 
civilian supplies have arisen from shortages of low-price lines, quality 
deterioration and the ill adjustment of supplies to population shifts, A 
program to increase production of low-priced clothing items was initiated 
toward the end of 1943 and the restrictions on production of consumer dur- 
ables and other metal goods are being lifted ag the shortages of materials 
ease, Baas 


Although total food production in 1942 broke all previous records, and 
,eose still further (by 5%) in 1943, food rationing has been more exténsive 
than in Canada. In spite of more comprehensive rationing in the U.S, per’ 
capita civilian consumption is approximately the same, and for some items, 
higher than in Canada. In addition to sugar, Meat, butter, canned milk 
canned fruit and preserves (which have been rationed in Canada), rationing 
has been extended to canned vegetables, dried fruits and vegetables, canned 
meats and fish, cheese and a number of miscellaneous itens, nugar is 
rationed by coupon on a Straizht quantity basis and the other foods under 
two points ration schemes, The first for canned and dried Truite and ~ 
vegetables was introduced on March’ 1, 1943, the second for meats, fats, 
cheese and canned fish, on April l, 


The points system was adopted as a means of adjusting supplies to 
varying food consumption habits, of ensuring the movement of perishable 
goods and, in some cases, because supplies were too short to be rationed 
1a a Specific quantity, Butter, for example, was included with other fats 
on the points system partly because the ver capita allowance would have 
been little more than + 1b. a week and partly because the regional differ- 
ences in fats consumption, (butter as against margarine, vegetable oils and 
lard), were pronounced, The chief difficulty of the schemes has been that 
they afford a very loose adjustment of supplies'to demand. Points have 
made shopping very complicated for the consumer, and have accentuated the 
burden of coupon handling for the retailer. To cut down the difficulties 
freely exchangeable "tokens" have been introduced for making change and 
coupons worth ten points each are being used. 


Many foods were sold point free during the summer of 1944, and more 
recently several items were removed from rationing altogether, Canned 
vegetables, except canned tomatoes, and jams, jellies and fruit butters are 
no longer rationed. Dried and frozen fruits and vegetables have been sold 
point free all summer, although these may be given point values before the 
end.of the year. Canned fruits and juices are the main processed foods 
rationed at the moment, 


The meat ration was also eased this summer, Beefsteaks and roasts 
were the only items rationed for several months. No other beef items have 
been brought back on the ration and all cuts of the lower grades of beef 
are now being sold’point free, Similarly, the better grades of lamb and 
all grades of pork.steak, chops, roasts and hams have been brought back 
on the ration, Mutton, veal, variety meats and canned meats are sold 
point free, 
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Lard has been taken off the ration, but butter, shortening, canned 
milk, canned fish and cheese are still rationed at approximately the same 
level as when rationing was introduced, 


Gasoline and fuel oil have been rationed and many durable goods, such 
as typewriters, farm machinery, tires and tubes, etc. have been rationed 
on permit systems similar to those in effect in Canada, In addition, foot- 
wear (except slippers, novelty shoes and some low-price lines) has been 
rationed by coupon, 


UNITED KINGDOM 


Because the people of the United Kingdom have been in the front line 
they have had to undergo far more serious hardships than those experienced 
on this side of the Atlantic, In spite of the reduction in shipping avail- 
able for consumer goods, the wholesale destruction of property by enemy 
bombing and the emphasis on production for war, the consumer's lot has been 
made tolerable by the fact that the government and the people have made a 
real effort to prevent serious inflation and to maintain supplies of the 
necessities of life. 


In terms of war expenditure as compared with national income, the °' 
British war effort is not much larger than that of Canada and the U.S, == 
in all three countries war expenditures are approximately half of the 
national income, But in terms of sacrifice on the vart of the civilian 
population the British effort is, in fact, much greater, in Canada and 
the U.S. increased production has more than doubled the national income, 
and civilian consumption of goods and services, (with a few such exceptions 
-&S gasoline and metal consumer goods) is above pre-war levels, In the U.K, 
the inerease in production of war materials has been made, in part, by cute 
ting deeply into civilian supplies, Production of all consumer goods 6x- 
cept food has been curtailed and, to save manpower and factory space, con- 
centrated in a relatively small number of factories, Rationing is more 
extensive and a great many articles have been unobtainable or very scarce 
for the past three years, In the circumstances, controlling inflation. has 
been a most difficult undertaking and though the record falls short of per} 
fection a remarkable measure of success has been achieved, 


Basic to the anit-inflation programme has been the policy of financing 
the war and draining off purchasing power by higher taxes, The income tax 
is much the same as in Ganada, and in addition there is a purchase tax 
eoie Crom 25 1/5 00 5100% on many not-strictly-essential consumer goods, 


The British people, perhaps because they were closer to the effects of 
inflation in Hurope after the last war, have strongly supported the govern- 
‘ment's efforts to prevent its recurrence, Public support has facilitated 
enforcement of price control and rationing regulations, Wage increases 
have been limited by a voluntary agreement with trade unions rather than 
by legislation. Wage rates in April 1944 had, however, increased by 40% 
over the pre-war level and the Chancellor of the Exchequer, in his recent 
budget speech, stated that further increases might make it impossible to 
hold prices at their present level and envisaged an increase in the cost 
of living of as much as 5% if the upward trend of wage rates continued at 
its recent rate, 

‘The cost of living index in August 1944, was 30% above August 1939, 

, an increase of ,.7 over the previous month. Because of the method of 
computing this index it does’ not reflect the entire increase in retail 
prices of goods and services. Food constitutes 60% of the weight and only 
14 food items are priced. The rest of the weights in the index are based 
on the purchasing habits of working class families prior to 1914 and many 
of the articles now in popular use are not included, It is estimated, for 
instance, that the price of household furnishings, clothing, drugs and 
toiletries, and other articles outside the food group have risen, on the 
average, by 75 to 100% over pre-war levels. Because they receive such a 
small weight in the official index they have been responsible for only a 
slight upward pressure, The index is, for the most part, stabilized by 
rigid control over the prices of staple foods, The government purchases 
almost all imported foods and subsidizes both these and home-produced 
staples, The total cost of subsidies, in which food is the major item, 
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was £604 million during the fiscal year ended March ol, 1944 As noted 
above, the government hag announced that it may permit’ the cost of living 


to rise slightly rather than pay more subsidies to offset further increases 
in wages and import prices, 


While price control in the United Kingdom is now so extensive that it 
approaches in effect an overall ceiling, it was extended piece-meal and’ 
many prices reached very high levels before being brought under control, 
Fresh fruits and vegotables, furniture, household equipment and second 
hand goods of all kinds are typical of articles which remained outside the 
scope of price control during the first two or three vears of the war, Bé~ 
cause almost sverything was in’short supply, such prices rose rapidly and, 
though they are now controlled, they are much farther above pre-war levels 
than the itetis ineluaed in the official index, 


in the case or rent control, rents were frozen only for unfurnished 
dwellings, Freedom to increase rents for furnished dwellings and the fact 
that the housing shortage has been aggravated by enemy bombing, has made 
Per COUUrol very Gifficult to enforce, 


Rationing mes Deen applied to almost all foods excépy bread, potatoes, 
fees verctables and home grown fruits, ‘The ravions are reg zarded as ad- 
equate for normal nutritional needs and extra food can ve obtained off the 
ration in the form of bread and potatoes, wnich are plentiful, or in restaur- 
ant meals, <A priority scheme provides oranges, cod liver oil and extra 
milk for mothers and children; industrial canteens have been established 
vO provide extra off-the ration Meats fOr workersan Neavy industry. othe 
Ser mumeny hes direct control over supplies, prices and distribution of all 
the staples by means of purchase and resale programmes Food controls are 
well enforced and popular with the peopie and in ele. of the difficult cir 
cumstances the general level of nutrition is believed to be better than be- 
Tore the war; Uhe chier complaint is that the diet lacks variety - the few 
luxury foods which are not rationed are difficult to obtain and very ex- 
pensive. 


Ciothine has veen eee Ones since dune, 1941, and while the ration is 
meagre, the “utility” program has helped to ensure that consumers obtain 
needed, clothing. of certain Quelity Standards at controlled prices, CGloth- 
ing prices had almost doubled before the utility program was introduced and 
though they have subsequently peen reduced the official index in June 

1944, was still about 65 per cent above pre-war, The present ration is re- 
garded as slightly lower than a wardrobe replacement level and supplements 
have to be provided for a and for workers in heavy industry. fPro- 
duction of household ‘textiles has been curtailed and made subject to utility 
Specifications and, while only towels, and yard-goods are included in the 
Coie Ceuvson, supplies Of all erticles are extremely short, 


The increased demand for Parnes. (poluly, 28 6 result. of air raid 
damage far outstripped the production quotas and the results were mal~ 
distribution of new supplies and exorbitant orices for second hand articles. 
To ensure that essential needs were met, a utility program and rationing 
were introduced in ne LO43, Only utility iines may now be produced 
and sales are restricted to new households and families who have been 
bombed out, The ration allowance provides only the bare necessities and 
only for the two vriority groups ~- the average person who needs to buy 
furniture must still depend on the second hand market where price> are 

very high. 


THE BRITISH COMMONWBALTH 


Canada, Australia, New Zcaland and, to a lesser extent, South Africa, 
have all been confronted with similar wartime economic problems, The cir- 
cumstances which existed before the war and the changes which have resulted 
from the war have been the same in may important aspects, Canada, Australia, 
and New Zealand,were all large exporters of food and importers of manu- 
factured goods. At the outbreak of war ali threes dominions began to mobolize 
their manpower and other resources for war. Iadustrial activity was stimu- 
lated, primarily the production of munitions but also po ee 
demands for consumer goods which arose out of the expansion of employment 
and incomes. Food production has been increased in all cases both to meet 
export commitments to~the U.K and to fill.the larger domestic demands of 
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the armed forces and the civilian population, 


Wish the exception of South Africa, wartime economic controls have 
developed along similar lines in Canada and the other dominions, The war 
efforts have been financed a0 part by greatly increased direct taxation and 
serious inflation has been prevented by control of wages, prices and rents, 
Rationing has followed the same pattern, with gasoline, tea and sugar being 
rationed first and the foods produced domestically in large quantities (meat 
and butter) being added only recently, Australia and New Zealand have both 
rationed clothing on a fairly generous basis, 


Canada had adopted an over-all price ceiling well in advance of 
Australia and New Zealand but both dominions now have adopted similar 
techniques, though in New Zealand the stabilization program is tied in more 
closely with the new wartime cost of living index. All three use subsidies 
on an extensive scale to offset increased cost of imports and: to Stimulate 
food production, In addition Australia, for a short time, paid subsidies 
to cover wage increases in high-cost manuracturing industries, Price con- 
trol in South Africa is less extensive and less rigidly administered than 
in the other dominions, 


Australia 


The strain of war on the Australian economy has been increased greatly 
by the outbreak of war in the Pacific, -Prior to that time, Australia was 
Supporting an army of considerable sige, increasing munitions production 
and exporting ecricultural products to the U.K. Subsequently the demands 
for-food, clothing, services, transportation, ete., have been very much in- 
creased by the presence of American armed forces, During the present year 
reciprocal aid provided to the. US isestimated atfAl00 million, about one- 
Sixth of the Commonwealth's total war expenditures, 


Price control was introduced at the outbreak of war but until ADPIL, 
1943, there was no rigid over-all celling. Prices of some staples had been 
fixed but for the most part prices were adjusted upwards to cover increased 
costs of imports, shipping charges, higher labour COSts, etc. Subsidies 
were paid mainly on agricultural products and no over-all policy ef sue 
sidizing imports had been adopted, The cost of living index stood at 122.5 
Piueust 1959) = 100) when the freeze came into effect. in April, 1945, .<ap- 
sequently it moved up two points but the rise was offset by & Peduction of 
the wartime sales tax on clothing, subsidies on imports of rayon and cotton 
and subsidies to cover increased wages (which rose in line with the rise in 
the cost of living index) were temporarily made Available to firms which 
would otherwise have been forced to raise prices, Prices of tea and pota- — 
toes were also rolled back by subsidy. The result is that the index is now 
moe tolits Apri, 1943 level. 22,5% above pre-war (Feb, 144), The govern- 
nent has announced its intention to continue this rigid administration OL 
the price freeze and to hold prices at their present levels both for the 
duration and after the war. There is, in addition, some measure of control 
Over Sales and prices of real estate, 


Food shortages are becoming increasingly mumerous in Australia, Tea 
and sugar have been rationed for some time, butter was added late in 1DnS 
and in January of this year meat was rationed, Supplies of eggs and dairy 
products have been insufficient for some time and the distribution or fluid 
milk to urban consumers was controlled byapriority scheme during the winter 
months, Heavy military demands for fruits and vegetables and the use of 
large quantities for export (in dehydrated or other processed form) have 
very much reduced the quantities available to the civilian population, | 


Australia's clothing ration, which went into effect in June, 1942, 
covers all household textiles as well, The coupon allowance, however, Ls 
fairly generous and provides about twice as much ag the British ration. 
Other measures to conserve textiles have included the simplification of 
designs and the prohibition of some luxury items, 


Rationing also covers gasoline and tobacco, 
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New Zealand 


| Insofar as stabilizing the cost of living index is concerned New Zea- 
land has been somewhat more successful than Canada, The index now stands 

at 15.9% above August 1939, For the reasons outlined above it is not 
strictly accurate to make direct comparisons between the present New Zealand 
index and the Canadian or other indexes which are still computed on a pre- 
war basis, Nevertheless, the stabilization program for incomes, prices 

and rents, introduced in December 1942 when the new wartime index was 
adopted, seems to have halted the upward movement of the cost of living. 


A good deal of the administrative machinery essential to price and 
rent control, control of imports and exports, standardization of consumer 
goods, etc., was already in existence in New Zealand prior to the war, 
Price control legislation, which went into effect almost immediately after 
tje declaration of war, Limited price increases to an amount sufficient to 
cover unavoidable increases in costs, This policy has now been replaced 
by more rigid control for prices of essentials but luxury items and luxury 
types of furniture, clothing, etc. continue to be controlled by the former 
method, These latter increases are not reflected in the new wartime index 
which includes only standardized types of manufactured goods, Recently, 
real estate prices and Bales have been brought under control, 


Though New Zealand has, since the outbreak of war, exported large 
quantities of food and raw materials, mainly to Great Britain, the pressure 
on civilian supplies did not become serious until Japan entered the war, 
The presence of invasion forces in the Pacific has further increased the 
demand, particularly for food, and rationing has been extended to butter 
and meat, Tea, sugar, clothing and gasoline had previously been rationed. 


pouth Africa 


As in the case of the other dominions, the war has meant increased in- 
creased industrial activity in South Africa, The expansion has taken place’ 
not only in munitions production but in the manufacture of industrial equinp- 
ment and consumer goods of many types which had previously been imported, 
Because of her geographical position, South Africa’ has been called upon to 
provide repair facilities for mechanized equipment, to construct military 
training establishments, to provide food for ships! stores and prisoners 
of war, and to meet a variety of other wartime demands. 


Although a substantial part of the export market for foods has been 
cut off by the war, food praduction has had to be maintained to meet the 
expanded civilian and military demands. The wartime problems confronting 
the farmer have been similar to those in Canada and other agricultural 
countries ~ the movement of workers off the farms to the war industries Ln 
urban centres, and the shortage of machinery, equipment and fertilizers 
(most of which the Union normally imported. 


One result has been the virtual disappearance of unemployment, 
accompanied by increased employment of female workers and a generally higher 
level of wages, Some of this increased purchasing power has found its way 
into the treasury via moderately increased income taxes, substantially 
higher customs duties and government loans, 


Though the official cost of living index showed a rise of only 29% at 
April 1944, it is not regarded as reflecting all of the price rise, As an 
indication of the dissatisfaction with the official index, the South 
African Trades and Labour Council has estimated the increase in food prices 
jin Johannesburg at over 50%, and the increase in clothing prices at approxi- 
mately 100%. New lines of manufactured goods now being produced in the 
Union are generally higher in price and lower in quality than those formerly 
imported. . 


The price control activities of the government have been principally 
an attempt to control profits, In spite of the fact that a good deal of 
price-fixing machinery (set up to subsidize exports and maintain prices of 
farm products) was in existence before the war, it has been used only to 
a limited extent to prevent wartime increases. Wages have been stabilized 
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ven: a tee of recurrent Shortages of most staple foods and other con- 
ae pa is almost no rationing or control of distribution, Only 
So aeeear ra Loned at the Consumer level but the use of several raw 
oe = S 10 manufacturing 1s controlled. There has been a considerable 
oe demand tor controls to ensure that scarce goods would be: 
a pied but the government has stated that no suitable ad- 
* istra ive machinery exists and that wide differences in consumption 
abits make food rationing impracticable, 


Newfoundland 


The Tact that inflation has reached fairly serious proportions in New- 
foundland 1s explained in part by very much expandad . purchasing nower and 
wartime conditions which have made it very difficult to obtain increased - 
Supplies of imported goods, Moreover, the lack of well-developed adminis- 
trative machinery and trained personnel has made it impossible to impose 
a comprehensive system of economic controls, The most important single 
factor has probably been the increase in purchasing power as a result of 
employment provided by U.S, and Canadian defence projects. Wages have been 
relatively high in contrast to the very low incomes and unemployment which 
prevailed before the war, 


In addition, substantial numbers of Canadian and American servicemen 
have been stationed in Newfoundland and they and their families have created 
still further pressure on the limited supplies of consumer goods, While a 
few foods are produced domestically, most of the country's requirements must 
be imported. Shipping difficulties have cut off normal sources of supply 
and shortages in exporting countries, particularly Canada and the United 
States, have limited Newfoundland's ability to increase her imports, 


The result has been higher prices for all consumer goods in Newfound- 
land - enhanced, to some extent, by hisher Canadian and American export 
prices and high wartime transportation costs, But prices have been forced 
up still further by tariffs, most of which are ad valorem, and by the 
tendency or distributors to increase their markuys, The official cost of 
living index, which covers only the city of St. John's stood at 161 in 
duly, 1944, (Oct. 1938 = 100), 


~ Until May, 1942, price control had been applied to only a few staple 
foods, Since that time it has been extended, both by the fixing of specific 
retail and wholesale maximum prices and by control of markups. However, in 
the absence of import subsidies, prices have continued to move up with 
landed costs and enforcement of the regulations has been ineffective. 


The pressure of very much increased demand on supplies only slichtly 
larger than pre-war has necessitated rationing of tea, coffee, sugar and 
footwear. Other distribution controls have been designed to ensure supplies 
to remote areas, particularly places which are isolated during a large part 
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Bire 


Inability to obtain sufficient imports has, in dire as in Newfoundland 
been a prime cause of wartime price increases, The circumstances agiffer, 
however, and while both countries lack imported consumer goods, & more | 
serious problem for Hire is the shortage of imported raw materials on which 
much of her industry is based (e.g. coal and textiles). The result nas 
been a considerable increase in unemployment and only a slight increase in 
wage levels while, at the same time, prices have been steadily rising and 
shortages becoming more and more acute, 


Some administrative machinery for controlling prices was in existence 
prior to the war and a measure of price control has been in effect since 
the beginning, It has consisted largely of specific maximum prices for - 
certain essential articles, particularly foods, and has not been ein ne 
bv strict enforcement, Prices of staple farm products have been increased 
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om 1S _ 
in the hope of stimulating production to make up the deficiency in imported 
food supplies, In February, 1944 the cost of living index was 71% above 
the first 6 months of 1939, 


In an effort to control the distribution of very short supplies ration- 
ing has been instituted for several foods, clothing and footwear, fuel and 
soap, Rationed foods include tea, sugar and butter; every type of fuel - 
coal, gas, electricity, kerosene, gasoline - is either rationed or restricted 
to the most essential users, As in the case of price control, enforcement 
has not been too strict and rationing has not prevented the diversion of 
oe euedites to black markets and the consequent inequities in dis- 
ribution, 


SOUTH AMERICA 


fhe general picture of inflation and the ceonomic cffects of the war 
are Similar in all the countries of South and Central America, Unlike most 
of the rest of the world, their expenditures for war have been relatively 
small and while this has meant less disruption of the civilian economy the 
absence of a war incentive has hampered any vigorous attempt at economic 
stabilization, Moreover, most countries lack the type of administrative 
organization necessary for comprehensive economic controls, 


the most important single inflationary factor in Latin America has 
been the maintenance of export brade while imports have declined seriously, 
War demands, mainly in the U.S, and the U.K. for food and materials have 
meant prosperity for almost all the major export industries, Though the 
volume of exports has been limited by shipping difficulties their value has 
been maintained both by very much enhanced prices and a shift to higher- 
priced commodities, On the import side, normal sources of supply have been’ 
cut off by the war and-demand has shifted to the U.S, and, to a less extent, 
to the U.K. War needs in both of these countries have necessitated export 
controls which have severly restricted the supplies available to Latin 

America, 


To overcome the shortages resulting from inadéquate imports, parti- 
cularly in the case of manufacturéd consumer goods, domestic industry has 
been greatly expanded. In Brazil, for example, new industries (e.g. tex- 
tiles, footwear, glass products, chemicals, etc,) have considerably reduced 
reliance on imported supplies, In all the other republics, to varying 
degrees, there has been a similar shift toward industrialization, encouraged 
in most cases by government policy, Mors recently attemots have been made 
in some countries to increase domestic supplies by a reduction of exports, 
Exports of certain articles have been prohibited and export taxes have 
been increased or premiums reduced, 


Another effect of the excess of exports over imports has been a large 
accumulation of gold and foreign exchange, At the end of 1943 total hold- 
ings were estimated at the equivalent of $3 billion, most of which was 
American dollars except in Argentina where sterling balances were substant+ 
ial, Some countries (notably Argentina} are using these balances to repat~ 
riate foreign debts but the major result has been.an inflationary credit 
expansion, in addition to the favourable trade balance there has been an 
influx of capital from occupied Zurope and from countries where income taxes 
are high. Most countries have tried to reduce the inflavionary effects of 
the inflow of money from these two sources, usually by requiring the re- 
.Cipients to purchase government bonds. 


Further inflation has been caused by factors nov directly connected 
with foreign trade, Importers' laid down costs have risen as a result of 
wartime increases in shipping costs and higher prices in exporting countries, 
But in addition to this rise, the tendency to profiteer in a seller's market 
has forced prices of all scarce items up much further, Most of the Latin 
American countries have some form of price control and several have decreed 
a general price freeze, As a general rule price control measures have not 


been adequately enforced. 


Government activities, of a civilian as well as a defence Re bUTes Have 
increased with further inflationary effect, Public expenditures are Tinanoed 
almost entirely by indirect tages and borrowing, and the increase has been 
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accom Le : : ; a : . 
panied by expansion of creait and increased commodity prices, Income 


and profits taxes exist in m U he r 
lane id Ost cases but the tes ; oem 
a velatively small va ie Gbtne ae ae ates are low and they affeat 


S tage e ; 
mee Bees e! consumer goods, Swollen purchasing power and inadequate 
eG Cee z cgi inevitably created mal-distribution of Supplies, There 

+o avtempts at comprehensive rationing and the few ration pro- 


vo 


érams which have been introduced have been widely evaded, 


= s a] foot . . 

- the Tack geet eye mating ee ee eh a are, to some extent, mitigated 
eaten amo eee Ge sec ion of the Population food, clothing and 
pete, 1 s y produced and elther do not enter into trade or 

Se n adequate Supply at only Slightly enhanced prices, The most gerious 
price rise has been in manufactured goods, principally imports, and many 
people buy very few of these things, There is, however, some pooular de- 
mand for most of them and the rise in prices has not been matched by a rise 
in workers! incomes, Increases in both wage rates and the number of per- 
sons employed have been smaller than in countries such as Canada where the 
pressure of war demand has been greater and orice control more effective, 


Argentina 


Cu Spates 6 variety of Government controls, the war has resulted in 
inflated prices for most commodities in Argentina, Neutrality, while it 
has permitted a rapid expansion of civilian industry, has neither guaranteed 
ae adequate Supplies of imported goods and materials nor prevented price 
increases,.. Prices of imports have risen greatly but a large section of the 
population depends almost exclusively on home-produced food and clothing 
and has, consequently, suffered a less serious Tiss. in Uivine coste, 


Manufacturing industries, e.g, paper, textiles, cement, glass, ete, 
have been encouraged and have expanded rapidly. The outnut has, in pert, 
been exported at much higher than pre-war prices but a substantial part 
has been retained in the domestic market to replace imports which have 
cut off or curtailed by the war, As the war hag progressed, expansion 
has been slowed down by shortages of imported materials, Shortages of 
rubber, machinery, lubricants, gasoline and other fuels appeared first 
and have continued serious, The Government has controlled the distribution 
of raw materials at the manufacturing level and has attempted to ration 
gasoline and tires to consumers but only minor restraints have been placed 
on their rising prices, tn the absence of subsidies or effective control, 
over importers! and distributors! mark-ups, prices of imports had more 
than doubled between 1939 and mid j1943, 


Hericulture has enjoyed much higher prices for exports of meat and 
dairy products but grain exports have been curtailed both by lack of shine 
ping and poor crops, During 1942 and°1943 the Government supported grain 
prices by purchasing part of the crop, and large quantities of wheat, corn 
and flaxseed have been used for fuel, 


‘The cost of living Pndex, wach had risen 19% over 1959 in May of last 


year, has Subsequently been reduced by a decree requiring rents to be lower- 


ed by: as much as 20%, By April 1944, the index was 109 (first six months 
1939 = 100). This index, which represents prices in Buenos Aires only, is 
based on a low-income budget, covers only a few staples and is not much 
affected by the prices of imported goods, As an indication or this, the 
index of wholesale prices of non-agricultural products doubled between 1939 
pnd March 1943, while the cost. of living index rose only 19%, 


Brazil 
ree 


Although Brazil has issued no:official cost of Living figures for some 
time, unofficial sources estimate the rise in living costs Troi 1959 to P 
1943 at between 70% (prices of home~produced goods only) and 100% (prices 
mor all goods, including imported ones), Formally at wea AOS es 

ere controlled under specific orders fixing both a producer's minimum pee 
ind a retail maximum, with controlled mark-ups for Raacan eae Sheree. 

Ls in effect which prohibits price increases above November, ee ee 
replacing an earlier ceiling based on December, eee cele! ya ee 

tent measure, last year a few government markets were goat oeas. ie 

faneiro to supply essential foodstuffs at ceiling prices, t th 
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impression prevails that lega axi ices 2 wid j 

Thouch heat sade g us maximum prices are widely disregarded, 
LOU ies are enjoying a wartime boom the rising cost of 

living has not been matched by a similar increase in wages for either 

agricultural or urban workers, 


_ In addition, supplies of some goods are short and the problems of 
distribution have been worsened by Shipping difficulties, which have both 
reduced imports and curtailed eostal traffic, The difficulties of distri- 
bution have led to the rationing of sugar, butter and bread. Sugar ration- 
ing was introduced in May, 1943, the ration being about 3/4 1b. per person 
per week, Bread and butter ration were introduced (temporarily) somewhat 
later. Apart from these foodstuffs the only goods rationed are gasoline, 
gas and to a small. extent, pure alcohol, 


RUSSIA - 


Since the outbreak of war. in 1941, the productive resources of the 
Russian economy have been diverted to war purposes to the maximum possible 
extent. The volume of production of consumer goods has been held at an 
irreducible minimum, Moreover, there were no substantial inventories of 
consumer goods because, since 1928, priority has been given to building 
up the country's capital equipment, The result has been a "seige economy” 
standard of living for the Russian people, The inflation which might have 
resulted from such shortages of suppliss has been prevented by strict 
government control and planning of all economic activities, 


Production is planned by the State to provide the minimum essential 
quantites of food, clothing and other consumer goods, These supplies are 
distributed by the State against ration documents at controlled prices 
which are only slightly above pre-war. The small quantities of goods 
which are produced by individual firms above their quotas in the national 
production plan and agricultural produce raised on the private land plots 
of collective farmers are not considered part of the national supply and 
may be kept by the producer for his own use or sold on the "free market", 
Since supplies are strictly controlled and almost all consumer goods 
rationed and sold through’ state-owned shops, the volume of free market 
sales is relatively ‘small. 

Food and all other essential consumer goods are rationed on a differ- 
ential basis with the size of the ration depending on age, occupation and 
efficiency, Rationed foods include bread, meat, fish, fats, sugar, eggs, 
rice and other cereals and milk, Fresh fruits and vegetables are un- 
rationed but are almost unobtainable, All rations are sold in State shops 
but there are separate shops for different categories of workers, Those 
whose work is regarded as most important from a national point of view, 
have larger rations and their stores contain a wider variety of higher 
quality goods. In; conjunction with wage incentive programs, workers who 
inerease output get not only more money but also larger rations, 


Many urban dwellers find it necessary to supplement their rations: On 
the free market, where no ration coupons are required but prices are un- 
controlled, Free market prices are, in fact, many times higher than 
official prices and these sales of privately-owned Poods have permitted 
farmers to accumulate large quantities of currency. 


Since factories are state owned and the prices the government pays 
for war goods include no profits or rents, goverment spending is in : 
effect wage payments. Wage rates in factories have been maintained, Li 
not increased, during the war and the number of workers has increased. 
In addition men in the Red Army are paid at the same rate as factory 
workers, To finance these outlays the State has had recourse to the 
printing press, so that on the one hand production of consumer goods has 
been cut down while on +he other wage payments have increased, resulting 
fn an enormous increase in currency in ciroulation. In six months of 
1943 more money was subscribed to State loans than circulated within the 


entire country in 1956, 


However, the implications of currency inflation in the U.5.5. Re are 
less serious than a similar gituation in a capitalistic economy, Since — 
all production is planned by the State, wages and prices fixed ahpetnurcy 
ly, and the minimum requirements of the population ensured by rationing, 
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there is less Spiralling of the price rise with little~consequent—dis- 
location of the economy, The main attertion, therefore, has been focused 
on the problem of distributing the reduced supplies of food, clothing and 
Other goods in such a way as to maximize the efficiency of the whole 


population; the question of mopping up surplus Spending power has been of 
lesser importance, 


The pre-war method of bridging the gap between excess purchasing 
power and the supply of goods, a sales tax imposed on all consumer goods, 
has been continued with some increase in rates to offset the diminution’ 
of supplies. The tax on some goods amounts to over half of the retail 
price, To absorb the greatly increased volume of money put into circula- 
tion as a means of financing the war, a 10% surtax has been placed on all 
incomes, This tax simply amounts to an overall wage reduction of ten per- 
cent, and there is no progressive income tax since this would offset the 
system of incentive wage schedules. There has been a large volume of 
subscriptions to State loans and outright gifts to the Red Army. These 
State loans, which are subscribed entirely out of what would otherwise be 
consumer purchasing power, are expected to provide approximately 12% of 
State revenue in 1944, 


GERMANY 


The following paragraphs on Germany and the Occupied 
Countries were written before the allied invasion and 
are rapidly becoming out-of-date. They have been 
left in this form not only because it is almost 
impossible from available sources of information to 
adjust the picture to present conditions in Hurope 
but because the, description of conditions under Nazi 
rule is still of interest for purposes of comparison, 


Though Germany has had a strong stabilization policy the value of 
money has declined steadily as the scarcity of consumer goods has worsened, 
Though the official wholesale price index has remained almost unchanged 
since 1939 and the cost-of-living index has gone up only 12% neither of 
these can be regarded as indicative of the actual rise in prices, Money 
in circulation has increased steadily - in spite of wage control, heavy 
taxation and a variety of compulsory payroll deductions, At the same 
time produation of consumer goods has been reduced well below what might 
be regarded as an essential minimum and almost everything rationed, in 
these circumstances money ceases to have any value as purchasing power 
and strict measures have been adopted to prevent a flight from the cur- 
rency which, once started, would soon reach uncontrollable proportions, 


In the democracies price control was adopted only after the diversion 
to war production was well underway, and when shortages had made inflation 
imminent. In Germany on the other hand, price control was an important 
part of war preparation, and the first general price freeze was put into 
effect in 1936, The ceiling has been rigidly upheld at the retail level, 
through compulsory margin reductions, subsidies and a’very strict enforce- 
ment policy. The Gestapo deals with “irregularities", and execution is 
not an uncommon punishment, Wages and rents have been as strictly held 
down, jn addition to heavy taxes and compulsory savings, workers are 
"expected" to contribute heavily to certain Nazi relief funds, the most 
important of which is the “Winter Relief". 


The basis of the stabilization program is, of course, a very 
stringent financial policy, Tax rates are very high and over 50% of war 
expenditures are covered by tax collections, There 18 some voluntary 
investment in government bonds but the Volume has been declining as 
people have begun to doubt their future value. 


All foods, including restaurant meals, are rationed on a strict — 
differential basis; the adult clothing ration has not been honoured since 
mid 1943, and supplies go mainly to air-raid victims; most other consumer 
goods are rationed by certificate of need. All consumer’ goods, not only 
heavy durable goods, but dishes, knivés and aac 424 Kee. tone ae Pp abene 
are wearing out and are irreplaceable, Aven 4 certifica e O we aes n 
longer a guarantee that supplies will be obtainable and recently a 
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purchases have had to be recorded on a new "global® ration ecard, Not only 
is it difficult to buy new clothing, but all wardrobes over a certain size 


have been confiscated and semi-compulsory collection drives have reduced 


hes si wardrobes to a bare minimum, Fuel has also been stringently 
rationed, 


Indicative of the government's concern over the inflation danger is 
the fact that sales of real eState, (except farm land to would-be farmers) 
have been prohibited, © Barter, which was strictly prohibited, had to be 
pe ie last spring, to ease shortages by a fuller use of second-hand 
BO0OdSe — 


CCUPLED AND SATELLITE COUNTRIES 


The governments set up in Nazi conquered countries have found them- 
selves face to face with all the factors to produce inflation and none of 
the means to combat it, On the one hand, the high indemnities levied by 
the Nazis have strained the financial resources of the nations to the 
breaking point, and the reorientation of the entire economy to German war 
production has resulted in extreme shortages of all consumer goods; on the 
other, the political domination of the Nazis has deprived the governments 
of the support and confidence of their peophe necessary to administer 
effective economic controls, . ~ 


The annual rate of exactions in Hurope had reached $9 billion by 
February of this year. Although over half of this. sum was paid by France, 
the French levy was lower, on a’per capita basis (125) than that of Norway 
($198), the Protectorate (g189), Belgium ($149) or Holland ($132), The 
1945 occupation charges paid by France actually exceeded the entire 1943 - 
revenue and forced the government to borrow heavily to mect expenses, Al-~ ~ 
though the amount of surplus spending power in the occupied countries is 
enormous it has been impossible to increase tax collections to any extent, 
and it is becoming more difficult to persuade people to invest in anything 
but goods, As the investment in government bonds on the open market: con- 
tinuesto decline, it’ will be necessary to resort°More and more to in- 
flationary borrowing. , 


The marked increase in currency in circulation is largely due to 

the lavish expenditure by the Germans of the indemnity within the countries, 
and partly due to the "flight from money”, the psychological accompaniment 
of inflation, This has resulted in a continual increase in both official 
and. black market prices. The full extent of the price rise is seen best 
on the black market since what price control there is in the occupied coune 
tries is relatively ineffective and most goods are sold illegally or bar~ = 
tered, Prices on the black market in’Holland, for example, are fifteen 
times higher than the official levels. 

% . 

\ 


‘One of ‘the usual aspects of inflation is strikingly absent Bsa the 
occupied countries ~ wages, except those paid by the Germans for special 
services, have risen scarcely at all. Since food prices have at the same 
‘time risen astronomically, the normal distribution of income between the 
wage earner and the farmer has been disrupted in Layour of the latter, 
In France, for example, farmers last year received approximately two-thirds 
of the national income in contrast to their pre-war one-third, This re= 
adjustment bas probably been more pronounced in France than in any other 
country since industrial activity there has been curtailed most, in 
accordance with the apparent Nagi: design to reduce France to 4 purely 
agrarian state. tea, 


4 


Food production in the occupied countries has nov only shown a net 
decline but their share of production has declined to an even greater — 
degree as exports to Germany have increased, A comnarison of food rations 
with export figures ‘show very clearly that Germany has been enabled to 
maintain her rations by reducing food supplies in other countries to 
dangerously low levels. Althaqugh the French bread ration was le 02. 
week less than the German ration in 1943, over 600,000 tons (22 mil. pee. 
of wheat were exported to Germany. Germany's net ae pele ee food ate 
year ending March 31, 1944, are estimated at over 10 me i ton eee ia 
one third, over 3 million tons have been requisitioned from tan. ou 
1 million tons each from Bulgaria and Roumania, nearly 900 thousand from 


Poland, and over 600 thousand from Czechoslovakia, 
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Foods are short, but other civilian goods are virtually non-existent. 
What few have escaped the systematic looting of the Nazi's are bartered 
very dearly» Any possibility of resuming production in even essential 
lines has been cut off the requisitioning of raw materials, plan®B and 
labour for German war industry. 

Over oS million foreign workers have been called up by the Naziga- 
By the end of 1943 over a million Frenchmen, about 450,000 Belgians and 
350,000 Dutchmen were working inside Germany. Other workers mine Belgian 
and French coal for German industry, build Ships in Dutch and Norwegian 
dock yards and railway rolling stock in Belgian steel works. 


CHINA 


Inflation in China is moré severe than in any other eountry in the 
world, just as the disruption of economic life has been more complete, 
Large parts of the country, including ell the vre-war industrial centres, 
Haye Deen Occupied by the cnemiy, Many agricultural areas laid waste, and 
Free China is almost completely isolated from the rest of the world. 
Transoortation facilities are too inadequate to permit much trade between 
the provinces. Moreover the war has led to great pvovulation movements 
into areas where the food supply system is not geared to increased require- 
mentse Hoarding, a result of the general uneasiness about future Supvlies, 
has been a contributory cause of price increases» 


Prices in general rose roughly 100% in 1939, nearly 200% in each of 
the years 1940 and 1941, just under 100% in 1942’ ana just under 300% in 
1943, according to reports prepared by the University of Nanking. Estimates 
Oe te cost of living index (1937 = 100) for Chungking in December, 1943, 
vary between 14,800 and 19,700. Prices differ widely between regions, 
Chungking placing Sth highest in a recent survey of 24 cities» 


Because .a large part of the population lives on a4 selr-subsistence 
basis their living standards have not been reduced by the inflation as 
much as the price increases suggest» Independent workers, - artisans and 
coolies, - who bargain for their pay have managed to keep their incomes 
pretty much in line with prices. The worst hardship, however, has been 
inflicted on people whose salaries or wages increase more slowly, such as 
professional and clerical workers. 


whe government of Chungking 1s severely limited in ite ability to 
halt the inflationary spiral. The country is still highly decentralized, 
so that the Central Government lacks both authority and machinery for 
effective control of supplies or orices. In addition its three princival 
pre-war sources of income — maritime revenues, taxes on industry in the 
treaty ports, and most of the salt tax - have been cut off. Price control 
laws. have been vassed, either freezing prices to a basic date or tying 
them to the level revoresented by food and salt Prices InN an Cl ior ters 
restrict orice increases to about 10% a month. The Central Government 
has control over the vrices of a few essential commodities — food grains, 
Salt, coal, cotton and cotton goods, edible oils and vavere In Chungking 
prices on some 300 commodities are worked out by agreement between the 
municipal authorities and the merchants' puildg, Price: control an ine 
orovinces is exercised by means of a network of provincial controls. 
Attempts are being made to enforce strict anti-hoarding laws. 


In spite of government attempts to increase revenue end to keep down 
currency circulation by collecting taxes in kind, there has been no alter- 
native to an increasing use of the printing press. In 1943 provision eae 
made for the land tax to be paid in kind, and this year the government will 
N@G purchase any grains with actual cash. Of the rice and wheat to ae 
collected almost half will be regarded as payment of the land tax and the 
remainder will be veid for with government debentures. A COnS nee tS 
amount of revenue ig expected to be raised during 1944 by oto. Bees On 
consumer goods and smaller amounts from income, inheritance ana orofits 


Taxese 


Economics Branch, 
Research Division, 
July, 194. 
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